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Trade and geopolitical instabilities are beginning to impact global growth
Estevão Scripilliti

Chart 1: Trade by world region (in USD)
Annual growth rate, %

Source: Bloomberg, Bradesco 

The past few months have been marked by increased instability in international trade and other geopolitical
issues. Talks about increased tariff and non-tariff barriers, the implementation of import and export quotas,
and more severe financial restrictions on trade between some countries are some of the recent sources of
tension. Many of these topics have reached the surface due to the United States’ decision to renegotiate its
trade relationship with several countries, including China, Russia, Mexico, Canada, Turkey, Iran, North Korea,
Japan, South Korea, and others.

The measures already implemented and uncertainty over what lies ahead have already begun to increase
volatility in trade between these countries and slow down growth of the global volume of trade in goods.
The annual growth rate of global trade, in U.S. dollars, has gone from 18.4% in the second half of 2017 to just
1.8% year-to-date in 2018. The slowdown has become more pronounced in recent months, due to new tariffs
being imposed by the U.S. and China on each other’s goods, and the consequent increase in uncertainty on the
potential impacts of this escalation of tensions between the world’s largest economies. For example, a 10%
increase in tariffs on USD 200 billion of Chinese imports was enacted the United States in September – in
retaliation, China raised its tariffs on USD 60 billion of imported U.S. goods by 3-10%.

When we look at the global trade numbers, the regions that are directly affected by U.S.-imposed
restrictions appear to have been hit the hardest. While U.S. trade slowed down 9.2% between the end of 2017
(when it was growing at a 12.6% pace) and September 2018 (with current growth at 3.4%), the effect was
stronger in Europe, where trade decelerated 11.3% (from 10.8% growth to a 0.5% contraction) and even more
pronounced in Asia, where trade growth was cut by 24.2% (from 28.0% to just 3.8%). The impact of increased
trade uncertainty on Asian transactions has raised concerns due to both the speed and intensity of the
numbers. After a few months, it has become more evident that the net effect on the global economy will be
greater than initially anticipated by most analysts.
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The chain effects of trade restrictions, geopolitical tensions and uncertainties over the conditions that will
prevail for future transactions have become gradually more pronounced. Qualitative data from the
manufacturing sector have seen a sharp slowdown in recent months. Already, current PMI (Purchasing
Managers’ Index) figures indicate that global growth is closer to 3.0%, down from 4.5-5.0% a few months ago.
Consistently and in line with regional trade numbers, European and Asian indicators have fallen more sharply,
while U.S. trade sees a more moderate slowdown, as shown in Chart 2.

These indicators suggest that supplier countries cannot be easily replaced within international trade, and
that the new tariffs and restrictions imposed on bilateral relations may result in new relative prices, but also
in an overall decline in global output. In varying degrees, every region has suffered a slowdown in trade and
manufacturing output. The scenario in which global trade would remain relatively stable, with only a few price
increases for goods affected by the restrictions, moderate secondary effects on general price levels, and the
substitution of supplier countries, has not materialized. What we have seen in practice is a more widespread
loss of dynamism in cross-border transactions for goods and services and a significant slowdown in
manufacturing output in most countries, particularly those that are more open to trade. In another sign that the
primary shock of global trade accounts for a significant share of this deceleration in trade, new export orders
have fallen more sharply than other PMI components in several countries.

Regions that were not directly affected by new tariff and non-tariff barriers but, that are major participants
in global trade – such as Europe and Japan –, are starting to show a loss of momentum in exports. The
dynamics of countries that offer a large number of export items and which were not directly affected by these
barriers provides us with some insight into the degree of the secondary effects on the world economy. Japan’s
exports, which were growing at an annual rate of 9.1% through July, have slowed down to 1.9% in September.
Likewise, European exports have seen their growth rate plunge from 13.6% to 3.7% over the same period.

One benefit of looking at data from markets not directly affected by barriers is that they are less riddled with
noise than those countries directly involved in the trade conflict, whose international trade statistics vary
considerably whenever the tariff and non-tariff issues reemerge. This oscillation is due to the natural
movement by companies of advancing and delaying their purchases as they anticipate major changes in tariff
and non-tariff barriers that could affect their businesses, as was the case in China, Russia, Canada, and Mexico.
This level of variability makes it difficult to accurately assess the impact of trade measures in these countries.

51.83

57.18
56.50

50.94

53.65

58.22

59.30

52.60

51.66

53.58

57.70

50.94

46.00

48.00

50.00

52.00

54.00

56.00

58.00

60.00

Ásia Europa EUA Emergentes

jul-17

dez-17

out-18

Chart 2: PMI - main countries/regions 
Recent changes (in points)

Source: Bloomberg, Bradesco 

Jul/17

Dec/17

Oct/17

Asia Europe USA Emerging



Macroeconomic Research Department 3

Depec Highlight- Bradesco

In fact, the sequence of impacts could dampen investment growth. However, that should only happen if
global business prospects take a more persistent downturn in the coming years, which explains why investment
in the world’s biggest economies has continued to grow. Nevertheless, there are increasingly consistent signs of
a deceleration. It seems as though peak optimism with the current economic expansion cycle is now behind us.
Capital-goods orders for Caterpillar have been slowing down in nearly every region, with the exception of North
America, still boosted by the strong growth of the U.S. economy in recent quarters and the fiscal stimulus from
corporate tax cuts, also in the United States (Chart 3).

The combination of global trade, manufacturing, and capital-goods data suggests that: the initial shock was
greater than anticipated, the primary effect on directly affected countries has accelerated, the secondary
effects on countries that were not directly affected have ramped up, and some signs of a slowdown in
investment growth are beginning to emerge. Even though the trade shocks are recent, the numbers suggest
that the balance of risks has shifted to the downside for our global growth forecasts for 2019 (3.6%) and 2020
(3.5%). There is no concrete evidence that would suggest dismissing the risk of new shocks, or to allow us to
believe that the full impact of the recent negative shocks has already been felt. At this time, the biggest risk
seems to be that the effects of the recent shocks, bigger and more intense than originally anticipated, can
produce additional financial instability that would reinforce the cautionary approach taken by business owners
and investors.

With the exception of the U.S. economy, GDP data from the world’s largest countries/regions already show a
more pronounced slowdown since the second quarter. Europe and Japan decelerated more than 1 p.p. in the
last 12 months, and early figures from China suggest that its economy will grow less than 6.5% in the coming
quarters. The United States is the current exception, having recorded strong growth in the last two quarters,
sustained in part by fiscal impulses that are likely to lose strength going forward, which would lead to a gradual
slowdown in the coming quarters.

The evaluation of the impulse-response functions for the G3 economies (see annex) shows that the U.S. GDP
has a bigger impact on the European and Japanese economies than Europe and Japan do on the U.S. That
could be good news, but a counterfactual exercise raises cause for concern. With the U.S. economy growing
between 3.5-4.5% in the last two quarters, the other two regions have suffered a significant slowdown.
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There is currently a discrepancy in the growth rates of the world’s major economies when compared to other
periods of more synchronized economic cycles. Other episodes of regional growth discrepancy were:
1998/1999 (at the end of the Internet’s first growth wave) and 2012/2013 (European fiscal and banking crisis).
Current global conditions are more similar to 1998/1999, when the U.S. economy was at the end of a long
expansion and innovation cycle, with a trend towards tightening interest rates. With fiscal and monetary
stimulus expected to be cut back in the coming quarters, the world’s biggest economy is likely to slow down
going forward. This will also take place in some of the other regions already operating in a less dynamic
environment, creating a feedback loop that could reinforce the global economic slowdown.

Our estimates suggest that the effects of a slowdown in the United States are felt by the other economies 2
to 4 quarters later. If an endogenous slowdown in the U.S. economy materializes, the risks to global growth
in 2019 and 2020 will rise significantly. For simulation purposes only, for every 1 p.p. of slowdown in the U.S.
economy, the final effect on Europe and Japan could be as high as 0.3 p.p. within 4 quarters. The world’s largest
economy is expected to go from 3.1% GDP growth to something closer to 2.0% over the next couple of years,
which will provide an additional slowdown factor for other regions. In this case, global growth for 2019 and
2020 would be slightly below 3.5%, bringing it back to 2012-2016 levels (approximately 3.4%) and reversing the
faster pace of growth seen in 2017 and 2018 (3.7%), which was due to the simultaneous improvement of credit
conditions in Europe, fiscal stimulus in the United States, and a recovery in global investment, which was partly
due to the accelerated process of technological innovation in several industries.

As trade and geopolitical tensions emerge and become even more pronounced, the global environment has
become more challenging, and will require efforts by monetary authorities and multilateral organizations to
overcome.

GRAPHIC ANNEX: Impulse-Response Function (GDP: USA, Europe and Japan)

Source: Bradesco
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